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August 25, 2005

Independent Auditors' Report

Board of Education
Alcona Community Schools
Alcona County, Michigan

We have audited the accompanying financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of Alcona Community Schools, Alcona County, Michigan, as of and for the year
ended June 30, 2005, which collectively comprise the School District’'s basic financial statements, as listed in the index.
These financial statements are the responsibility of the School District's management. Our responsibility is to express
opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to in the first paragraph present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate remaining fund
information of Alcona Community Schools, Alcona County, Michigan, as of June 30, 2005, and the respective changes
in financial position for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

In accordance with Government Auditing Standards, we have also issued our report dated August 25, 2005, on our
consideration of Alcona Community Schools’ internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting and compliance and the results of
that testing and not to provide an opinion on the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and should be considered in
conjunction with this report in considering the results of our audit.

The management’s discussion and analysis and budgetary comparison information are not a required part of the basic
financial statements but are supplementary information required by accounting principles generally accepted in the
United States of America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the
Alcona Community Schools’ basic financial statements. The combining and individual nonmajor fund financial
statements and schedules are presented for purposes of additional analysis and are not a required part of the basic
financial statements. The accompanying schedule of expenditures of federal awards is presented for purposes of
additiona |l analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, and is also not a required part of the basic financial statements of Alcona
Community Schools.

Offices: 325 Newman Street, East Tawas, MI 48730 Members:
East Tawas www.stephensongracik.com ALCPA.
West Branch 989-362-4491 . 989-362-8351 Fax M.A.C.P.A



Board of Education

Alcona Community Schools
August 25, 2005

Page Two

The combining and individual nonmajor fund financial statements and schedules, and the schedule of expenditures of
federal awards have been subjected to the auditing procedures applied in the audit of the basic financial statements and,
in our opinion, are fairly stated in all material respects in relation to the basic financial statements taken as a whole.

Stachomeon, Gaside € G., F.C.



SHAWN THORNTON  P.O. Box 249 PH 989-736-8685
Superintendent Lincoln, Michigan  Fax 989-736-6261

MANAGEMENT’S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2005

As management of the Alcona Community Schools, (the District), we offer readers of the District's financial statements
this narrative overview and analysis of the financial activities of the District for the fiscal year ended June 30, 2005,

The management's discussion and analysis is provided at the beginning of the audit to provide in layman's terms the past
and current position of the school district’s financial condition. This summary should not be taken as a replacement for
the audit which consists of the financial statements and other supplemental information that presents all the District's
revenues and expenditures by program for the Instruction, Support Services, Athletics and Food Service.

FINANCIAL HIGHLIGHTS

Qur financial statements provide these insights into the results of this year's operations. The overall condition of the funds
and governmental activities declined slightly during the 2004-2005 school year. The General Operating Fund Balance
declined $567,853 but a miscalculation in taxable values submitted to the State resulted in a $257,000 deduction to our
State Aid payment which will be paid in the 2005-2006 school year. Met effect if the payment would have been made
would show that the fund balance would have declined by only $310,853 which was expected. Local tax revenues and
taxable values remain strong and account for 54% of total revenues to the general fund. State and Federal resources are
flat and remain a concern as the economy is expected to recover very slowly and affect state aid and federal payments.
These economic conditions and increased costs associated with insurances, retiremeant, wages and benefits will put our
fund equity at risk in coming years. Every effort will be made to control costs and increase revenues in the upcoming
school year.,

The assets of the District exceeded its liabilities at the close of the most recent fiscal year by $4,916,083 (net assets). Of
this amount, $496,344 (unrestricted net assets) may be used to meet the District's ongoing obligations to taxpayers,
students and creditors.

The District's total net assets increased by $149,045. This represents the degree to which increases in ongoing revenues
have surpassed similar increases in ongoing expenses.

As of the close of the current fiscal year, the District's governmental funds reported combined ending fund balances of
$1,311,590, a decrease of $699,012 in comparison with the prior year. Of this amount, $1,015,897 is available for
spending at the District’s discretion (unreserved fund balance). This represents 10% of the total expenditures of these
funds.

USING THIS ANNUAL REPORT

This discussion and analysis is intended to serve as an introduction to the Alcona Community Schools basic financial
statements. The District’s basic financial statements are comprised of three components: 1) government-wide financial
statements, 2) fund financial statements, and 3) notes to the financial statements. This report also contains other
supplementary information in addition to the basic financial statements themselves.

Government-Wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of the District’s
finances, in a manner similar to a private sector business.

The statement of net assets presents information on all of the District's assets and liabilities, with the difference batween
the two reported as netf assets. Over time, increases or decreases in net assets may serve as a useful indicator of
whether the financial position of the District is improving or deteriorating.



ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2005

The statement of activities presents information showing how the District's net assets changed during the most recent
fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the change occurs,
regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this statement for some
items that will only result in cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused vacation
leave).

Both of the government -wide financial statements distinguish functions of the Alcona Community School District that are
principally supported by taxes and intergovernmental revenues (governmental activities) from other functions that are
intended to recover all or a significant portion of their costs through user fees and charges (business -type activities). The
governmental activities of the District include instruction, support services, athletic service, and food service. The District
does not currently have any business-type activities.

The government -wide financial statements can be found in Exhibits A and B of this report.
Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregate d for
specific activities or objectives. The District, like other state and local governments, uses fund accounting to ensure and
demonstrate compliance with finance -related legal requirements. All of these funds of the District can be divided into
three categories: governmental funds, proprietary funds, and fiduciary funds. The District does not currently have any
proprietary funds.

Governmental Funds

Governmental funds are used to account for essentially the same functions reported as governmental activities in the
government -wide financial statements. However, unlike the government-wide financial statements, governmental fund
financial statements focus on near-term inflows and outflows of spendable resources, as well as on balances of
spendable resources available at the end of the fiscal year. Such information may be useful in evaluating a District's
near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government -wide financial statements, it is useful to
compare the information presented for governmental funds with similar information presented for governmental activities
in the government -wide financial statements. By doing so, readers may better understand the long-term impact of the
District's near-term financing decisions. Both the governmental fund balance sheet and the governmental fund statement
of revenue, expenditures and changes in fund balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities.

The District maintains seven individual governmental funds. Information is presented separately in the governmental fund
balance sheet and in the governmental fund statement of revenue, expenditures and changes in fund balances for the
General Fund and 2005 Refunding Bond Debt Retirement Fund which are considered to be major funds. Data from the
other five governmental funds are combined into a single, aggregated presentation. Individual fund data for each of these
nonmajor governmental funds is provided in the form of combining statements presented in Exhibits J and K of this report.

The District adopts annual appropriated budgets for its governmental funds. A budgetary comparison statement has been
provided for the general fund and combined special revenue funds to demonstrate compliance with budgets.

The basic governmental fund financial statements can be found in Exhibits C and E of this report.

Fiduciary Funds

Fiduciary funds are used to account for resources held for the benefit of parties outside the District. Fiduciary funds are
not reflected in the government -wide financial statements because the resources of those funds are not available to

support the District's own programs. The accounting used for fiduciary funds is much like that used for proprietary funds.

-4-



ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

MANAGEMENT'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2005

The basic fiduciary fund financial statement can be found on Exhibit G of this report.
Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in the government -
wide and fund financial statements. The notes to the financial statements can be found in Exhibit H of this report.

Other_Information

In addition to the basic financial statements and accompanying notes, this report also presents certain required
supplementary information concerning budgetary information for the District's major funds. Required supplementary
information can be found in Exhibit | of this report.

The combining statements referred to earlier in connection with nonmajor governmental funds are presented immediately
following the required supplementary information. Combining and individual fund statements and schedules can be found
in Exhibits J and K of this report.

Our auditors have provided assurance in their independent auditors’ report, located immediately preceding this
Management's Discussion and Analysis, that the Basic Financial Statements are fairly stated. Varying degrees of
assurance are being provided by the auditor regarding the Required Supplementary Information and the Supplementary
Information identified above. A user of this report should read the independent auditors’ report carefully to ascertain the
level of assurance being provided for each of the parts in the Financial Section.

GOVERNMENT -WIDE FINANCIAL ANALYSIS

The District's net assets were $4,916,083 at June 30, 2005. Of this amount, $496,344 was unrestricted. Restricted net
assets are reported separately to show legal constraints from debt covenants and enabling legislation that limit the
District’s ability to use those net assets for day-to-day operations. Our analysis below focuses on the net assets (Table 1)
and the change in net assets (Table 2) of the District's governmental activities.

TABLE 1
NET ASSETS
Governmental
Activities
Year Ended Year Ended
June 30, 2005 June 30, 2004
Current Assets $ 2,463,109 $ 2,592,063
Noncurrent Assets 10,263,143 10,402,556
Total Assets 12,726.252 12,994,619
Current Liabilities 816,742 581,461
Noncurrent Liabilities 6,993,427 7,646,120
Total Liabilities 7,810,169 8.227.581
Net Assets
Invested in Capital Assets — Net of Debt 4,198,617 4,061,868
Restricted 221,122 383,514
Unrestricted 496.344 321.656
Total Net Assets $ 4916083 $§  4767.038

-5-



ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

MANAGEMENT’'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2005

The $496,344 in unrestricted net assets of governmental activities represents the accumulated results of all past years’
operations. It means that if we had to pay off all of our bills today, including all of our noncapital liabilities (compensated
absences for example), we would have $421,773 left.

The District's net assets were $4,916,083 at June 30, 2005. Capital assets, net of debt totaled $4,198,617. The debt of
the District will be paid for by voter approved bond and property tax collected as the debt service comes due. Day-to-day
operations will be paid for by property tax, state aid and federal revenues that will be received throughout the year.
Restricted net assets are reported separately to show legal constraints from debt covenants and enabling legislation that
limit the District's ability to use those net assets for day-to-day operations. The remaining amount of net assets, $496,344
is unrestricted.

TABLE 2
CHANGES IN NET ASSETS
Governmental
Activities
Year Ended Year Ended
June 30, 2005 June 30, 2004
Revenues:
Program Revenues:
Charges for Services $ 323,712 $ 340,070
Operating Grants and Contributions 3,955,624 4,030,495
General Revenues:
Current Property Taxes 4,995,437 4,756,125
Investment Earnings 25,740 20,524
Miscellaneous 84,432 92,848
Total Revenues 9,384,945 9,240,062
Functions/Program Expenses:
Instruction 5,356,054 4,726,322
Supporting Services 2,604,525 2,561,271
Food Services 516,912 451,157
Athletics 145,056 136,613
Interest on Long-Term Debt 233,519 358,435
Unallocated Depreciation 379.834 357,902
Total Functions/Program Expenses 9,235,900 8,591,700
Increase in Net Assets 149,045 648,362
Beginning Net Assets 4.767.038 4118676
Ending Net Assets $ 4916,083 $ 4,767,038

Governmental activities increased the District's net assets by $149,045.

As reported in our Statement of Activities in Exhibit B, the cost of all of our governmental activities this year was
$9,235,900. However, the amount that our taxpayers ultimately financed for these activities through District taxes was
only $4,995,437 because some of the cost was paid by those who benefited from the programs ($323,712), by other
governments and organizations who subsidized certain programs with grants and contributions ($3,955,624), and by
miscellaneous sources ($110,172).



ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

MANAGEMENT’'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2005

MAJOR GOVERNMENTAL FUNDS BUDGETING AND OPERATING HIGHLIGHTS
The District's budgets are prepared according to Michigan law. The most significant budgeted fund is the General Fund.

During the fiscal year ended June 30, 2005, the District amended the budgets of this major governmental fund a couple of
times, none significantly.

General Fund

The general fund actual revenue was $7,907,781. That amount is above the original budget estimates of $7,720,018 and
below the final amended budget of $8,179,522. The variance between the actual revenues, the original budget, and the
final budget was the result of increased revenues from various sources.

The actual expenditures of the general fund were $8,304,093, which is above the original budget estimates of $7,950,649
and below the final amended budget of $8,408,486. The variance between the actual expenditures, the original budget,

and final budget was due to increased costs of insurance, retirement, and other expenses.

The General Fund had total revenues of $7,907,781 and total expenditures of $8,304,093 with an ending fund balance of
$1,087,727.

TOTAL REVENUES

The total revenues of the District were $9,384,945. Of the total revenues, 100% were generated by governmental
activities.

Program specific revenues in the form of charges for services, grants and contributions accounted for $4,276,138 or 46%
of total revenues of $9,384,945.

GOVERNMENTAL FUND EXPENDITURES

Total governmental fund expenditures amounted to $9,944,914. The governmental funds had a net loss in fund balance
of $699,012. The ending fund balance for all governmental funds was $1,311,590 which represents 13% of current year
expenditures. The ending fund balance percentage for the prior year represented 23% of last year's expenditures. This
fund balance will be used to cover unforeseen expenses and hedge for future state aid foundation reductions.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

At the end of fiscal year 2005, the District had $14,834,127 invested in land and buildings, furniture and equipment,
vehicles and buses. Of this amount, $4,570,984 in depreciation has been taken over the years. We currently have net
book value of $10,263,143. Total additions for the year were $259,011.

Long-Term Debt

At June 30, 2005, the District had $6,375,000 in bonds outstanding.

State statutes limit the amount of general obligation debt that a school district may issue. The current debt limitation for
the District is significantly greater than the outstanding debt of the District.

Additional information on the District's long-term debt can be found in Exhibit H, Note 6 of this report.



ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

MANAGEMENT’'S DISCUSSION AND ANALYSIS
For the Fiscal Year Ended June 30, 2005

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS

The economy in the State of Michigan has been stagnant and is expected to be very slow in the coming year. The State
Aid Fund for schools has had continued pressure placed on it and funding to locals schools remains relatively flat for this
year and the past 4 -5 years. The State did increase ‘per pupil’ funding by $175/ student but the increase in retirement
and health insurances was more than the increase in funding. Fuel costs have affected all areas of operations and will
put an additional strain on the budget for the coming year. Federal Title funding remains stable but requirements for its
use continues to restrict and dilute the funds. The No Child Left Behind Act will place continued require ments on the
district and cost additional funds to implement. The fund balance of the District has been declining and is a concern of the
administration. All factors above were considered in the preparation of Alcona Community Schools budget for the 2005 —
2006 school year.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the Alcona Community School’s finances for all those
with an interest in the District’s finances. Questions concerning any of the information provided in this report or requests
for additional information should be addressed to:

Alan Shillair

Business Manager

Alcona Community Schools

51 North Barlow Road

PO Box 249

Lincoln, Ml 48742

Office Telephone (989) 736-6212



ALCONA COMMUNITY SCHOOLS

STATEMENT OF NET ASSETS

Assets

Cash and cash equivalents (Note 2)
Cash with fiscal agent (Note 2)
Receivables:

State of Michigan (Note 3)

Taxes

Other
Inventories (Note 1)
Bond issuance costs - net (Note 1)
Capital assets - net (Note 4)

Total Assets

Liabilities

Accounts payable

Salaries payable

Employee benefits payable

Due to State of Michigan

Deferred revenue

Long-term liabilities:
Due within one year (Note 6)
Due in more than one year

Total Liabilities

Net Assets
Invested in capital assets, net of related debt
Restricted for:
Debt service
Unrestricted

Total Net Assets

Alcona County, Michigan

June 30, 2005

EXHIBIT A

Governmental
Activities

$ 1,331,020
6,135

862,137
46,694
61,591
77,732
77,800

10,263,143

12,726,252

158,531
360,106
278,024
18,458
1,623

682,550
6,310,877

7,810,169

4,198,617

221,122
496,344

$ 4,916,083

The accompanying notes to financial statements are an integral part of this statement.
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Instruction

Supporting services

Food services

Athletics

Interest on long-term debt
Unallocated depreciation

Total

General purpose revenue:
Current property taxes
Investment earnings
Miscellaneous

Total general purpose revenue

Change in net assets

Net assets - beginning

Net assets - ending

EXHIBIT B
ALCONA COMMUNITY SCHOOLS

Alcona County, Michigan

STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2005

Net (Expenses)
Revenue and
Change in
Net Assets
Operating Government
Grants and Type
Contributions Activities

Program Revenues

Charges for
Expenses Services

$ 5,356,054 $ 78,515 $ 2,729,532 $ (2,548,007)
2,604,525 13,598 946,907 (1,644,020)
516,912 205,783 274,800 (36,329)
145,056 25,816 4,385 (114,855)
233,519 0 0 (233,519)
379,834 0 0 (379,834)

$ 9,235,900 $ 323,712 $ 3,955,624 (4,956,564)

4,995,437
25,740
84,432

5,105,609

149,045

4,767,038

$ 4916083

The accompanying notes to financial statements are an integral part of this statement.
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Cash and cash equivalents (Note 2)

ASSETS

Cash with fiscal agent (Note 2)

Receivables:

State of Michigan (Note 3)

Taxes

Other
Due from other funds
Inventories (Note 1)

Total Assets

LIABILITIES AND FUND EQUITY

Liabilities
Accounts payable
Salaries payable

(Note 8)

Employee benefits payable
Due to other funds (Note 8)
Due to State of Michigan

Deferred revenue (Note 9)

Total liabilities

Fund Equity
Fund balances:

Reserved:
Debt service
Inventories

Unreserved, reported in:

General fund

Special revenue funds
Total fund equity

Total Liabilities and Fund Equity

ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

BALANCE SHEET
GOVERNMENTAL FUNDS
June 30, 2005

2005 Refunding

EXHIBIT C

Bond Debt Other Total
Retirement Governmental Governmental

General Fund Funds Funds
$ 1,112,028 $ 0 $ 218,992 $ 1,331,020
0 6,135 0 6,135
862,137 0 0 862,137
41,551 0 5,143 46,694
61,591 0 0 61,591
9,242 0 1,040 10,282
74,571 0 3,161 77,732
$ 2,161,120 $ 6,135 $ 228,336 $ 2,395591
$ 158,531 $ 0 $ 0 $ 158,531
360,106 0 0 360,106
278,024 0 0 278,024
1,040 0 9,242 10,282
18,458 0 0 18,458
257,234 0 1,366 258,600
1,073,393 0 10,608 1,084,001
0 6,135 214,987 221,122
74,571 0 0 74571
1,013,156 0 0 1,013,156
0 0 2,741 2,741
1,087,727 6,135 217,728 1,311,590
$ 2,161,120 $ 6,135 $ 228,336 $ 2,395,591

The accompanying notes to financial statements are an integral part of this statement.
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EXHIBIT D
ALCONA COMMUNITY SCHOOLS

Alcona County, Michigan

RECONCILIATION OF TOTAL GOVERNMENTAL FUND BALANCES TO
NET ASSETS OF GOVERNMENTAL ACTIVITIES
June 30, 2005

Total governmental fund balances: $ 1,311,590

Amounts reported for governmental activities in the statement of
net assets are different because:

Capital assets used in governmental activities are not financial resources
and, therefore, are not reported as assets in governmental funds. Capital
assets at year end consist of:

Capital asset cost $ 14,834,127
Capital asset accumulated depreciation (4,570,984)
10,263,143
Other assets not available to pay for current period expenditures and,
therefore, are deferred in the governmental funds:
State of Michigan receivable 256,977
Long-term liabilities, including bonds payable, are not due and payable
in the current period and, therefore, are not reported as liabilities in
the governmental funds. Long-term liabilities at year end consist of:
Bonds payable (net of unamortized discount) (6,038,754)
Capital lease payable (25,772)
Compensated absences payable (419,605)
Retirement incentive payable (431,496)
Total long-term liabilities (6,915,627)
Total net assets - governmental activities $ 4,916,083

The accompanying notes to financial statements are an integral part of this statement.
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EXHIBIT E
ALCONA COMMUNITY SCHOOLS

Alcona County, Michigan

STATEMENT OF REVENUE, EXPENDITURES AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
For the Year Ended June 30, 2005

2005 Refunding

Bond Debt Other Total
Retirement Governmental ~ Governmental
General Fund Funds Funds
Revenue
Local Sources:
Current property taxes $ 4,289955 $ 0o $ 705,482 $ 4,995,437
Lunch sales 0 0 205,783 205,783
Gate receipts 0 0 25,816 25,816
Medicaid fee for service 41,207 0 0 41,207
Interest on investments 21,820 0 3,920 25,740
Other 101,349 0 5,455 106,804
State sources 2,729,317 0 31,201 2,760,518
Federal sources 538,965 0 242,529 781,494
Interdistrict sources 185,168 0 0 185,168
Total revenue 7,907,781 0 1,220,186 9,127,967
Expenditures
Current:
Instruction 5,483,123 0 0 5,483,123
Supporting services 2,600,912 0 0 2,600,912
Food services 0 0 516,912 516,912
Athletics 0 0 145,056 145,056
Debt Service:
Principal 0 0 370,000 370,000
Refunding bond issuance costs 0 79,100 0 79,100
Interest and fees 0 0 226,390 226,390
Contribution to debt service 0 0 283,000 283,000
Capital outlay 220,058 0 20,363 240,421
Total expenditures 8,304,093 79,100 1,561,721 9,944,914
Excess of revenue over (under) expenditures (396,312) (79,100) (341,535) (816,947)
Other Financing Sources (Uses)
Proceeds of refunding bonds 0 4,545,000 0 4,545,000
Refunding bond issuance premium 0 64,453 0 64,453
Capital lease proceeds 32,700 0 0 32,700
Operating transfers in 0 0 204,241 204,241
Operating transfers out (204,241) 0 0 (204,241)
Payment to refunded bond escrow agent 0 (4,524,218) 0 (4,524,218)
Total other financing sources (uses) (171,541) 85,235 204,241 117,935
Excess of revenue and other sources
over (under) expenditures and other uses (567,853) 6,135 (137,294) (699,012)
Fund balances - beginning of year 1,655,580 0 355,022 2,010,602
Fund balances - end of year $ 1,087,727 $ 6,135 $ 217,728 $ 1311590

The accompanying notes to financial statements are an integral part of this statement.
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ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

RECONCILIATION OF THE STATEMENT OF REVENUE, EXPENDITURES AND
CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
For the Year Ended June 30. 2005

Total net change in fund balances - governmental funds

Amounts reported for governmental activities in the statement of activities
are different because:

Governmental funds report capital outlays as expenditures. However, in the

statement of activities, the cost of those assets is allocated over their

estimated useful lives as depreciation expense.
Current year depreciation expense $ (379,834)
Capital outlays reported in the governmental funds 240,421

Net difference

Repayment of bond principal is an expenditure in the governmental funds,
but the repayment reduces long-term liabilities in the statement of net
assets. This is the amount of repayments reported as expenditures in
the governmental funds.

Lease payments on a capital lease are expenditures in the governmental funds,
but the repayment reduces long-term liabilities in the statement of net assets. This
is the principal repayment reported as expenditures in governmental funds.

Capital lease proceeds are a revenue in the governmental funds, but the proceeds
are capitalized as the cost of fixed assets in the statement of net assets

The governmental funds report bond proceeds as other financing sources, while
repayment of bond principal is reported as an expenditure. Also, governmental funds
report the effect of issuance costs and premiums when debt is first issued,

whereas these amounts are deferred and amortized in the statement of activities.
The net effect of these differences in the treatment of general obligation bonds

and related items is as follows:

General obligation refunding bond proceeds (4,545,000)
Payment to refunded bond escrow agent 4,524,218
Refunding bond issuance costs 79,100
Contribution to debt service 283,000
Refunding bond issuance premium (64,453)
Amortization of deferred bond costs and bond premiums (net) (5,620)

Some revenue reported in the statement of activities does not meet availability
requirements for current financial resources, and, therefore, is not reported as revenue
in the governmental funds:

State of Michigan receivable

The accompanying notes to financial statements are an integral part of this statement.
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(699,012)

(139,413)

370,000

6,929

(32,700)

271,245

256,977



ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

RECONCILIATION OF THE STATEMENT OF REVENUE, EXPENDITURES AND

CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2005

Net change in accrued compensated absences:
Accrued compensated absences June 30, 2004

Accrued compensated absences June 30, 2005

Net change in retirement incentive payable:
Retirement incentive payable June 30, 2004

Retirement incentive payable June 30, 2005

Change in net assets of governmental activities

The accompanying notes to financial statements are an integral part of this statement.
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$ 327,197
(419,605)
638,923
(431,496)

EXHIBIT F

Page 2
$ (92,408)
207,427
$ 149,045



EXHIBIT G
ALCONA COMMUNITY SCHOOLS

Alcona County, Michigan

STATEMENT OF FIDUCIARY ASSETS AND LIABILITIES
FIDUCIARY FUND
June 30, 2005

2005
ASSETS
Cash and cash equivalents (Note 2) $ 108,773
LIABILITIES
Due to student groups $ 108,773

The accompanying notes to financial statements are an integral part of this statement.

-16 -



EXHIBIT H
Page 1
ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the Alcona Community Schools conform to accounting principles generally accepted
in the United States of America (GAAP) applicable to governments. The Alcona Community Schools (School
District) is considered to be a local government unit. The following is a summary of the significant accounting
policies:

A. Reporting Entity

The School District operates under an elected School Board (seven members) and provides services to
students in grades K-12. The accompanying basic financial statements have been prepared in
accordance with accounting principles generally accepted (GAAP) in the United States of America as
applied to governmental units. The Governmental Accounting Standards Board (GASB) is the accepted
standard -setting body for establishing governmental accounting and financial reporting principles. The
School District's reporting entity applies all relevant GASB pronouncements for determining the various
governmental organizations to be included in the reporting entity. The School District also applies
Financial Accounting Standards Board (FASB) statements and interpretations issued on or before
November 30, 1989, to its governmental activities provided they do not conflict with or contradict GASB
pronouncements. Alcona Community Schools Board of Education (Board) is the primary government
which has oversight responsibility and control over all activities related to public school education in the
area served by Alcona Community Schools. The Board receives funding from local, state, and federal
government sources and must comply with the requirements of these funding source entities. As such, the
Board is not included in any other governmental "reporting entity" as defined in GASB pronouncements
since the Board members are a publicly elected governing body that has separate legal standing and is
fiscally independent of other governmental entities.

B. Fund Accounting

The School District uses funds to maintain its financial records during the fiscal year. Fund accounting is
designed to demonstrate legal compliance and to aid management by segregating transactions related to
certain School District functions or activities. A fund is defined as a fiscal and accounting entity with a self-
balancing set of accounts. The various funds of the School District are grouped into the categories
governmental and fiduciary.

Governmental Funds

Governmental funds focus on the sources, uses and balances of current financial resources. Expendable
assets are assigned to the various governmental funds according to the purposes for which they may or
must be used. Current liabilities are assigned to the fund from which they will be paid. The difference
between governmental fund assets and liabilities is reported as fund balance. The following are the
School District's major governmental funds:

General Fund — The General Fund is the general operating fund of the School District. It is used to
account for all financial resources, except those required to be accounted for in another fund.

2005 Refunding Bond Debt Retirement Fund — The Fund is used to account for the early payoff of principal
and interest of the 1999 School Building and Site Bonds.
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EXHIBIT H
Page 2
ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

B. Fund Accounting (Continued)

The other governmental funds of the School District account for grants and other resources whose use is
restricted for a particular purpose; the accumulation of resources for, and the payment of debt; and the
acquisition or construction of major capital facilities.

Fiduciary Funds

Fiduciary fund reporting focuses on net assets and changes in net assets. The School District's fiduciary
funds consist of agency funds which are custodial in nature (assets equal liabilities ) and do not involve
measurement of results of operations. The agency funds are used to account for amounts held for student
and employee groups.

C. Basis of Presentation
Government -wide Financial Statements:

The statement of net assets and the statement of activities display information about the School District as
awhole. These statements include the financial activities of the primary government, except for fiduciary
funds. The statements distinguish between those activities of the School District that are governmental
and those that are considered business-type activities. The School District does not currently have any
business -type activities.

The government -wide statements are prepared using the economic resources measurement focus. This
differs from the manner in which governmental fund financial statements are prepared. Governmental fund
financial statements therefore include reconciliations with brief explanations to better identify the
relationship between the government -wide statements and the statements for governmental funds.

The government -wide statement of activities presents a comparison between direct expenses and program
revenues for each function or program of the School District's governmental activities. Direct expenses
are those that are specifically associated with a service, program or department and are therefore clearly
identifiable to a particular function. Program revenues include charges paid by the recipient of the goods
or services offered by the program and grants and contributions that are restricted to meeting the
operational or capital requirements of a particular program. Revenues that are not classified as program
revenues are presented as general revenues of the School District, with certain limited exceptions. The
comparison of direct expenses with program revenues identifies the extent to which each governmental
function is self-financing or draws from the general revenues of the School District.

Net assets are reported as restricted when constraints placed on net asset use are either externally
imposed by creditors (such as through debt covenants), grantors, contributors, or laws or regulations of
other governments or imposed by law through constitutional provisions or enabling legislation. The net
assets restricted for other purposes result from special revenue funds and the restrictions on their net
asset use. Restricted assets are used first to fund appropriations before unrestricted assets are used.

Separate financial statements are provided for governmental funds and fiduciary funds, even though the

latter are excluded from the government -wide financial statements. Major individual governmental funds
are reported as separate columns in the fund financial statements.
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EXHIBIT H
Page 3
ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
C. Basis of Presentation (Continued)
Fund Financial Statements:

Fund financial statements report detailed information about the School District. The focus of governmental
fund financial statements is on major funds rather than reporting funds by type. Each major fund is
presented in a separate column. Nonmajor funds are aggregated and presented in a single column.
Fiduciary funds are reported by fund type.

The accounting and reporting treatment applied to a fund is determined by its measurement focus. All
governmental fund types are accounted for using the modified accrual basis of accounting and the current
financial resources measurement focus. The financial statements for governmental funds are a balance
sheet, which generally includes only current assets and current liabilities, and a statement of revenue,
expenditure s and changes in fund balances, which reports on the sources (i.e., revenues and other
financing sources) and uses (i.e., expenditures and other financing uses) of current financial resources.

D. Basis of Accounting

Basis of accounting determines when transactions are recorded in the financial records and reported on
the financial statements. Government -wide financial statements are prepared using the accrual basis of
accounting. Governmental funds use the modified accrual basis of accounting. Fiduciary funds use the
accrual basis of accounting.

Revenues — Exchange and Non-exchange Transactions:

Revenues resulting from exchange transactions, in which each party receives essentially equal value, is
recorded on the accrual basis when the exchange takes place. On a modified accrual basis, revenues are
recorded in the fiscal year in which the resources are measurable and available. Available, means that the
resources will be collected within the current fiscal year or are expected to be collected soon enough
thereafter to be used to pay liabilities of the current fiscal year. For the School District, available means
expected to be received within 60 days of the fiscal year-end.

Nonexchange transactions, in which the School District receives value without directly giving equal value in
return, include property taxes, grants, entittements and donations. On an accrual basis, revenue from
property taxes is recognized in the fiscal year for which the taxes are levied. Revenue from grants,
entittements and donations is recognized in the fiscal year in which all eligibility requirements have been
satisfied. Eligibility requirements include timing requirements, which specify the year when the resources
are required to be used or the fiscal year when use is first permitted, matching requirements, in which the
School District must provide local resources to be used for a specified purpose, and expenditure
requirements, in which the resources are provided to the School District on a reimbursement basis. On a
modified accrual basis, revenues from nonexchange transactions must also be available before they can
be recognized.

Under the modified accrual basis, the following revenue sources are considered to be both measurable

and available at fiscal year-end: property taxes available in advance, interest, tuition, grants, student fees
and rentals.
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EXHIBIT H
Page 4
ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

D. Basis of Accounting (Continued)

Deferred Revenue:

Deferred revenue arises when assets are recognized before revenue recognition criteria have been
satisfied.

Grants and entitlements received before the eligibility requirements are met are recorded as deferred
revenue.

Expenses/Expenditures:

On the accrual basis of accounting, expenses are recognized at the time they are incurred. The fair value
of donated commodities used during the year is reported in the operating statement as an expense with a
like amount reported as donated commodities revenue.

The measurement focus of governmental fund accounting is on decreases in net financial resources
(expenditures) rather than expenses. Expenditures are generally recognized in the accounting period in
which the related fund liability is incurred, if measurable. Allocations of cost, such as depreciation, are not
recognized in governmental funds.

E. Cash and Cash Equivalents

During the fiscal year ended June 30, 2005, investments included the Michigan Liquid Asset Fund

(MILAF). MILAF is an investment pool managed by Cadre Consulting, which allows school districts within
the State of Michigan to pool their funds for investment purposes. Investments in MILAF are valued at cost
which equals market value.

For presentation on the financial statements, investments in the cash management pool and investments
with an original maturity of three months or less at the time they are purchased by the School District are
consider ed to be cash equivalents. Investments with an initial maturity of more then three months are
reported as investments.

F. Due From State of Michigan

This represents amounts receivable from the State of Michigan for federal and state reimbursable
programs.

G. Inventory — Supplies
Inventory on government -wide financial statements are stated at cost and are expensed when used.
Inventory on fund financial statements are stated at cost. Inventory in governmental funds consists of

expendable supplies held for consumption. The cost of inventory items is recorded as an expenditure in
the governmental fund types when purchased.
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EXHIBIT H
Page 5
ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

H.

K.

Deferred Charges

On the government -wide financial statements, bond issuance costs are deferred and amortized over the
term of the bonds using the straight-line method since the results are not significantly different from the
effective interest method. In the governmental funds, these costs are reported as expenditures when the
related liability is incurred.

Capital Assets

General capital assets are those assets not specifically related to activities reported in the proprietary
funds. These assets generally result from expenditures in the governmental funds. These assets are
reported in the governmental activities column of the government -wide statement of net assets but are not
reported in the fund financial statements.

All capital assets are capitalized at cost (or estimated historical cost) using a $5,000 capitalization
threshold and updated for additions and retirements during the year. Donated fixed assets are recorded at
their fair market values as of the date received. The School District does not possess any infrastructure.
Improvements are capitalized; the cost of normal maintenance and repairs that do not add to the value of
the asset or materially extend an asset’s life are not.

All reported capital assets are depreciated. Improvements are depreciated over the remaining useful lives
of the related capital assets. Depreciation is computed using the straight-line method over the following
useful lives:

Governmental Activities

Descriptions Estimated Lives
Buildings and Improvements 20 - 50 years
Furniture, Fixtures and Equipment 5 - 20 years
Vehicles and Buses 8 years

Interfund Balances

On fund financial statements, receivables and payables resulting from short-term interfund loans are
classified as “due from/to other funds”. These amounts are eliminated in the governmental columns of the
statement of net assets.

Compensated Absences

The School District reports compensated absences in accordance with the provisions of GASB Statement
No. 16, “Accounting for Compensated Absences.” Sick leave benefits are accrued as a liability using the
vesting method. An accrual for earned sick leave is made based on accumulated sick leave and wage
rates at year-end, taking into consideration limits specified in the School District's termination policy.

For governmental fund financial statements the current portion of unpaid compensated absences is the
amount expected to be paid using expendable available resources. These amounts, if any, are recorded
in the account “compensated absences payable” in the fund from which the employees who have
accumulated unpaid leave are paid. The noncurrent portion of the liability is not reported.
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EXHIBIT H
Page 6
ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

L.

Accrued Liabilities and Long-Term Obligations

All payables, accrued liabilities and long-term obligations are reported in the government -wide financial
statements. In general, payables and accrued liabilities that will be paid from governmental funds are
reported as a liability in the fund financial statements at the time they are incurred, to the extent that they
will be paid from current, expendable, financial resources. In general, payments made within 60 days after
year end are considered to have been made with current available financial resources. However, bonds
and other long-term obligations, compensated absences, claims and judgments, contractually required
pension contributions and special termination benefits that will be paid from governmental funds are
recognized as a liability in the fund financial statements when they become due for payment.

Net Assets

Net assets represent the difference between assets and liabilities. Net assets invested in capital assets,
net of related debt consists of capital assets, net of accumulated depreciation, reduced by the outstanding
balances of any borrowings used for the acquisition, construction or improvement of those assets. Net
assets are reported as restricted when there are limitations imposed on their use either through the
enabling legislation adopted by the School District or through external restrictions imposed by creditors,
grantors or laws or regulations of other governments.

Property Taxes

The School District levies its property taxes on December 1 and various municipalities collect its property
taxes and remit them to the District through February. The delinquent real property taxes of the District are
purchased by the County, and delinquent personal property taxes continue to be collected by the
municipalities and recorded as revenue as they are collected. The County sells tax notes, the proceeds of
which have been used to pay the District for these delinquent real property taxes. These delinquent real
property taxes have been recorded as revenue in the current year.

Foundation Revenue

The State of Michigan has adopted a foundation grant approach which provides for a specific annual
amount of revenue per student based on a state-wide formula. The foundation is funded from state and
local sources. Revenues from state sources are primarily governed by the School Aid Act and the School
Code of Michigan. The Michigan Department of Education administers the allocation of state funds to
school districts based on information supplied by the districts. For the year ended June 30, 2005, the
foundation allowance was based on the average of pupil membership counts taken in February and
September of 2004.

The state portion of the foundation is provided primarily by a state education property tax millage of 6 mills
and an allocated portion of state sales and other taxes. The local portion of the foundation is funded
primarily by non-homestead property taxes which may be levied at a rate of up to 18 mills. The state
revenue is recognized during the foundation period (currently the fiscal year) and is funded through 11
payments from October, 2004 - August, 2005. The local revenue is recognized as outlined in Note 1
Accounting for Property Taxes.
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ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

P.

State Categorical Revenue

The School District also receives revenue from the state to administer certain categorical education
programs. State rules require that revenue earmarked for these programs be expended for its specific
purpose. Categorical funds received which are not expended by the close of the fiscal year are
recorded as deferred revenue.

Interfund Activity

Exchange transactions between funds are reported as revenues in the seller funds and as
expenditures/expenses in the purchaser funds. Flows of cash or goods from one fund to another without a
requirement for repayment are reported as interfund transfers. Interfund transfers are reported as other
financing sources/uses in governmental funds. Repayments from funds responsible for particular
expenditures/expenses to the funds that initially paid for them are not presented on the financial
statements.

Extraordinary and Special Items

Extraordinary items are transactions or events that are both unusual in nature and infrequent in
occurrence. Special items are transactions or events that are within the control of the Board of Education
and that are either unusual in nature or infrequent in occurrence. Neither type of transaction occurred
during the fiscal year ended June 30, 2005.

Economic Dependency

The School District received approximately 37% of their revenue from the Michigan Department of
Education. Due to the significance of this revenue source to the School District, the School District is
considered to be economically dependent.

Use of Estimates

The process of preparing financial statements in conformity with accounting principles generally accepted
in the United States of America requires the use of estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Such estimates primarily relate to unsettled
transactions and events as of the date of the financial statements. Accordingly, upon settlement, actual
results may differ from estimated amounts.

Budgetary Policies and Data

The State of Michigan adopted a Uniform Budgeting and Accounting Act (Act) applicable to all local
governmental entities in the state. The law requires appropriation acts to be adopted for General and
Special Revenue Funds and an informational study for Capital Projects Funds of school districts prior
to the expenditure of monies in a fiscal year in accordance with GAAP.
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ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

U. Budgetary Policies and Data (Continued)

Alcona Community Schools follows these procedures in establishing the budgetary data reflected in the

financial statements:

1. The District's Superintendent submits to the Board a proposed budget prior to July 1 of each year.

The budget includes proposed expenditures and the means of financing them.

2. A public hearing is conducted to obtain taxpayer comments.

3. Budgeted amounts are as originally adopted, or as amended by the Board throughout the
year. Individual amendments were not material in relation to the original appropriations.

4.  Appropriations lapse at year end and therefore cancel all encumbrances. These

appropriations are re-established at the beginning of the following year.

NOTE 2 - DEPOSITS AND INVESTMENTS

At year-end, the School District's deposits and investments were reported in the basic financial statements in

the following categories:

Governmental Fiduciary Total Primary
Activities Funds Government
Cash and Cash Equivalents $ 1,331,020 $ 108,773 $ 1,439,793
Cash with Fiscal Agents 6.135 0 6,135
$ 1337155 £ _108.773 1445028
The breakdown between deposits and investments is as follows:
Primary
_Government
Bank Deposits (checking and savings accounts) $ 766,610
Investments in financial institution pooled funds 679.318
Total $ 1445928
As of June 30, 2005, the School District had the following investments.
Fair Specific Identification
Investment Type Value Maturities
Investment pools $ 679,318 Daily
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ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

NOTE 2 - DEPOSITS AND INVESTMENTS (CONTINUED)
Interest Rate Risk

In accordance with its investment policy, the School District will minimize interest rate risk, which is the risk that
the market value of securities in the portfolio will fall due to changes in market interest rates, by; structuring the
investment portfolio so that securities mature to meet cash requirements for ongoing operations, thereby
avoiding the need to sell securities in the open market; and, investing operating funds primarily in shorter-term
securities, liquid asset funds, money market mutual funds, or similar investment pools, and limiting the average
maturity in accordance with the School District's cash requirements.

Credit Risk

State law authorizes investments in investment pools as authorized by the Surplus Funds Investment Pool Act,
Act No. 367 of the Public Acts of 1982, being sections 129.111 to 129.118 of the Michigan Compiled Laws,
composed entirely of instruments that are legal for direct investment by a school district. As of June 30, 2005,
the School District's investment in the investment pool was rated AAAm by Standards & Poor’s.

Concentration_of Credit Risk

The School District will minimize concentration of credit risk, which is the risk of loss attributed to the
magnitude of the School District's investment in a single issuer, by diversifying the investment portfolio so that
the impact of potential losses from any one type of security or issuer will be minimized. Investments in U.S.
Treasury securities and those other securities completely guaranteed by the Treasury as to payment of
principal and interest may be purchased in any dollar amount or up to 100% of the available reserves.

Custodial Credit Risk — Deposits

In the case of deposits, this is the risk that in the event of a bank failure, the School District's deposits may not
be returned to it. As of June 30, 2005, $680,771 of the School District's bank balance of $799,957 was
exposed to custodial credit risk because it was uninsured and uncollateralized.

Custodial Credit Risk — Investments

For an investment, this is the risk that, in the event of the failure of the counterparty, the School District will not
be able to recover the value of its investments or collateral securities that are in the possession of an outside

party.
The School District will minimize custodial credit risk, which is the risk of loss due to the failure of the security
issuer or backer, by; limiting investments to the types of securities allowed by law; and pre-qualifying the

financial institutions, broker/dea lers, intermediaries and advisors with which the School District will do
business.

Foreign Currency Risk

The School District’s investment policy does not address foreign currency risk.
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ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

NOTE 3 - RECEIVABLES

EXHIBIT H
Page 10

Receivables at June 30, 2005, consist of taxes, accounts (fees), intergovernmental grants and interest. All
receivables are considered collectible in full due to the ability to foreclose for the nonpayment of taxes, the
stable condition of State programs, and the current year guarantee of federal funds.

A summary of the principal items of intergovernmental receivables (due from State of Michigan) follows:

Governmental Activities

Governmental Activities Total

Amount
State Aid $ 754,999
Federal Grants 107.138
Total Governmental Activities $ 862137
NOTE 4 - CAPITAL ASSETS
Capital asset activity for the fiscal year ended June 30, 2005, was as follows:
Balance Balance
July 1, 2004 Deletions June 30, 2005
Governmental Activities
Capital Assets Not Being Depreciated:
Land $ 144,185 $ $ 0 $ 144,185
Capital Assets Being Depreciated:
Buildings and additions 12,822,623 0 12,885,884
Site improvements 519,455 0 528,405
Equipment and furniture 185,199 0 217,899
School buses 903,654 0 1,057,754
Construction in progress 18,590 (18.590) 0
Subtotal 14449521 259.011 (18,590) 14,689,942
Less Accumulated Depreciation for:
Buildings and additions (3,273,334) 0 (3,532,558)
Site improvements (51,946) 0 (78,367)
Equipment and furniture (91,344) 0 (116,642)
School buses (774.526) 0 (843.417)
Subtotal (4,2191,150) 0 (4,570,984)
Capital Assets Being Depreciated: 10,258,371 (120.823) (18.590) 10,118,958

Capital Assets - Net of Depreciation $£.10402.906 $ __(120823) $ ___(18500) $ 10263143

Depreciation expense was not allocated to governmental functions. It appears on the statement of activities as

“unallocated”.
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ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

NOTE 5- SHORT-TERM DEBT

The District has various options for short-term financing including tax anticipation notes, state aid anticipation

notes and lines of credit.

The District entered into no short-term financing arrangements during the fiscal year ended June 30, 2005.

NOTE 6 - LONG-TERM LIABILITIES
Date of

A. Bonds Payable Contract

Energy Conservation Improve ment Bonds:

The bonds dated June 1, 1998 which
bear interest at 4.85% to 6.05% are

due serially each May 1 through 2008 1998

1999 School Building and Site Bonds:

The bonds dated August 1, 1999 which
bear interest at 4.8% are due serially

each May 1 through 2016 1999

2005 Refunding Bonds:
The bonds dated April 26, 2005 which

bear interest at 3% to 4.25% are due

serially each May 1 through 2016 2005

B. Capital Lease

Kansas State Bank Copier Lease:

The lease dated August 12, 2004 is
due in monthly payments of $767 over-

a period of 48 months 2004
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Page

Principal Interest Total
Due on Note Obligation
$ 225,000 $ 22,407 $ 247,407
1,605,000 215,220 1,820,220
4.545.000 1,447,616 5.992.616
$.6.375.000 $.1.685.243 $.8.060.243
$ 25.772 $ 2.612 $ 28.384
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EXHIBIT H
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ALCONA COMMUNITY SCHOOLS

Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

NOTE 6 - LONG-TERM LIABILITIES (CONTINUED)

The annual principal and interest requirements for long-term debt for the years after June 30, 2005 are as

follows:
Government_Activities
Principal Interest Total
2006 $ 447 826 $ 275,133 $ 722,959
2007 503,326 250,520 753,846
2008 548,858 225,551 774,409
2009 510,762 198,489 709,251
2010 560,000 173,194 733,194
2011-2015 3,130,000 535,218 3,665,218
2016 700,000 29.750 729,750
Total $__ 6400772 $_ 1687855 $ 8,088,627

C. Early Retirement Incentive

The School District offers an early retirement incentive to certain teachers based on years of service and
current wage scale payable over a five year period. The amount of retirement incentive liability for Alcona
Community Schools at June 30, 2005 was $431,496 of which $208,260 was the estimated current portion.

D. Compensated Absences

The School District has contracted obligations to compensate eligible employees for absences from work
for sick leave. Eligible employees are allowed to accumulate sick leave and the amounts so accumulated
are payable at retirement or resignation subject to contractual limitations based on years of service.
Teachers may accumulate up to 180 days of sick leave of which 25% is payable upon retirement. Other
employees are covered by similar agreements.

Compensated absences are recorded using the vesting method in accordance with Governmental
Accounting Standards Board Statement 16. The amount of accumulated sick and vacation pay liability for
Alcona Community Schools was $419,605 at June 30, 2005, of which $26,464 was the estimated current
portion.

E. Defeasance of Debt

On April 26, 2005 the School District defeased certain general obligation bonds by placing the proceeds of
new bonds in an irrevocable trust to provide for future debt service payments on the old bonds beginning
in 2010 and ending in 2016. Accordingly, the trust account assets and the liability for the defeased bonds
are not included in the School District’s financial statements. At June 30, 2005, $4,480,000 of bonds
outstanding are considered defeased.
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ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

NOTE 6 - LONG-TERM LIABILITIES (CONTINUED)

F.

Advance Refunding

EXHIBIT H
Page 13

On April 26, 2005, the School District issued $4,545,000 of 2005 Refunding Bonds that were placed in an
irrevocable trust to refund $4,480,000 of the 1999 School Building and Site Bonds, and to pay certain

costs and expenses relating to the issuance of the 2005 Refunding Bonds. As a result, the refunded
bonds are considered to be defeased and the liability has been removed from the government -wide
financial statements. The reacquisition price exceeded the net carrying amount of the old debt by
$44,218. This amount, combined with the $283,000 payment required for future debt service payments, is
being netted against the new debt and amortized over the life of the new debt issued, which is the same as
the remaining life of the refunded debt. This advance refunding was undertaken to reduce total debt
service payments. Details of the refunding are as follows:

Total Debt Service after 2005 Refunding Bonds

Total change in Debt Service
Less: Debt Service Funds to Escrow

Net Savings (Net of Cost of Issuance)

G. Changes in Long-Term Liabilities

Governmental Activities

Bonds payable

Deferred amounts for
issuance premium

Deferred amounts on refunding

Total bonds payable, net

Capital leases
Early retirement incentive
Compensated absences

Total Debt Service before 2005 Refunding Bonds $ 8,815,888
8.324.580
491,308
283.000
& 208,308
Balance Balance Amount Due
July 1. 2004 Additions Deletions June 30, 2005 In One Year
$ 6,680,000 $ 4,545,000 $(4,850,000) $ 6,375,000 $ 440,000
0 64,452 (1,059) 63,393 0
0 (327.218) 5.379 (321.839) 0
6,680,000 4,282,234 (4,845,680) 6,116,554 440,000
0 32,700 (6,928) 25,772 7,826
638,923 78,095 (285,522) 431,496 208,260
327,197 92.408* 0 419.605 26.464
$ 7646120 $4485437 $(5138130) $ 6993427 § 682,550

Total long-term liabilities

The interest expenditures on long-term obligations for the year were $233,519.

*Represents net of additions and retirements for the year.
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ALCONA COMMUNITY SCHOOLS

Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

OPERATING TRANSFERS
During the year ended June 30, 2005 the following transfers were made:

Operating
Transfers In

Operating

Description Transfers Out

Major Funds
Major Governmental Funds:

General Fund $ 0 $ 204,241
Non-major Governmental Funds 204,241 0
S 204241 $__204.241

Individual transfers for the year ended June 30, 2005 consisted of the following:

Fund Transfer In Fund Transfer Out
Food Service $ 4,000 General Fund $ 4,000
Athletic Fund 114,855 General Fund 114,855
1998 Energy Bond Fund 84,346 General Fund 84,346

1999 Capital Project Fund General Fund

— 1040 — 1040

Total $ 204241 Total $ 204241

Transfers are used to move revenues from the fund that statute or budget requires to collect them to the fund
that statute or budget requires to expend them, move receipts restricted to debt service from the funds
collecting the receipts to the fund servicing the debt as debt payments become due, and use unrestricted
revenues collected in the general fund to finance various programs accounted for in other funds in accordance
with budgetary authorizations.

INTERFUND RECEIVABLES AND PAYABLES

The amounts of interfund receivables and payables as of June 30, 2005 were as follows:

Interfund Interfund
Fund _Receivable _Payable
Major Governmental Funds:
General Fund $ 9,242 $ 1,040
Non-major Governmental Funds 1,040 9,242
Total $ 10282 $ 10282
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ALCONA COMMUNITY SCHOOLS

Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

NOTE 8- INTERFUND RECEIVABLES AND PAYABLES (CONTINUED)

The amounts of interfund receivables and payables for individual funds as of June 30, 2005 are as follows:

Interfund Interfund

Fund Receivable Fund Payable
General Fund $ 9,168 Food Service Fund $ 9,168
General Fund 74 1999 Bond Fund 74
1999 Bond Fund 1.040 General Fund 1.040

Total $ 10282 $ 10282

These balances result from the time lag between the dates that interfund goods and services are provided,
transactions are recorded in the accounting system, and payments between funds are made.

NOTE 9 - DEFERRED REVENUE

Governmental funds defer revenue recognition in connection with resources that have been received but not
yet earned. At the end of the current fiscal year, the various components of deferred revenue are as follows:

Unearned

General Fund:

State school aid $ 256,977

Safe and Drug Free Schools 247

Other 10
Food Service Fund:

Meal cards 1.366
Total $ 258,600

NOTE 10 - EXCESS OF EXPENDITURES OVER APPROPRIATION IN BUDGETARY FUNDS

P.A. 621 of 1978, Section 18(1), as amended, provides that a local unit shall not incur expenditures in excess
of the amount appropriated.

In the body of the financial statements, the School District's actual expenditures and budgeted expenditures for
the budgetary funds have been shown on a functional basis. The approved budgets of the School District for
these budgetary funds were adopted to the functional level.

During the year ended June 30, 2005, the School District incurred expenditures in certain budgetary funds
which were in excess of the amount appropriated as follows:

Total Amount of Budget
Fund/Function Appropriations Expenditures Variance
General Fund:
Capital outlay $ 190,316  $ 220,058 $ 29,742
Special Revenue Funds:
Food services $ 406,461 $ 516,912 $ 110,451
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ALCONA COMMUNITY SCHOOLS

Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

NOTE 11 - RETIREMENT PLANS
Defined Benefit_Plan

The School District contributes to the Michigan Public School Employee's Retirement System (MPSERS), a
cost-sharing multiple -employer defined benefit pension plan administered by the Michigan Public School
Employee's Retirement System. MPSERS provides retirement and disability benefits, annual cost-of-living
adjustments, and death benefits to plan members and beneficiaries. Public Act 300 of 1980 of the State of
Michigan, as amended, assigns the authority to establish and amend benefit provisions to the MPSERS Board.
MPSERS issues a publicly available financial report that includes financial statements and required
supplement ary information for MPSERS. The report may be obtained by writing to MPSERS, 7150 Harris
Drive, P.O. Box 30673, Lansing, Michigan 48909-8103.

Funding Policy

Effective January 1, 1987, employees who were MPSERS members could have elected to contribute on a tax
deferred basis to a Member Investment Plan (MIP). MIP members enrolled prior to January 1, 1990 contribute
at a permanently fixed rate of 3.9% of gross wages. The MIP contribution rate was 4.0% from January 1,
1987, the effective date of the MIP, until January 1, 1990 when it was reduced to 3.9%. Employees first hired
January 1, 1990 or later will automatically be included in the MIP and will contribute at the following graduated
permanently fixed contribution rate: 3% of the first $5,000; 3.6% of $5,001 through $15,000; 4.3% of all wages
over $15,000. For a limited period ending January 1, 1993, an active basic plan member could enroll in the
MIP by paying the contributions that would have been made had enrollment occurred initially on January 1,
1987 or on the date of hire, plus interest. MIP contributions at the rate of 3.9% of gross wages begin at
enrollment.

During the plan fiscal year 2004, employer contributions were 12.99% of covered compensation as school
districts were responsible for the entire pension and health insurance contribution. After September 30, 2004,
the contribution rate increased to 14.87% of covered compensation. The contribution requirements of plan
members and Alcona Community School District are established and may be amended by the MPSERS
Board. The School District's contributions to MPSERS for the years ending June 30, 2005, 2004 and 2003
were $677,436, $576,321 and $560,330, respectively, equal to the required contributions for each year.

The MPSERS also provides for death and disability benefits which are established by state statute. Under the
MPSERS Act, all retirees have the option of continuing health, dental and vision insurance coverage. All
health care benefits under the MPSERS are on a self-insured pay-as-you-go basis. Retirees electing these
coverages pay a portion of the premium for this coverage from their monthly pension benefit.

Deferred Compensation Plans

The School District offers its employees patrticipation in the Tax-Deferred Payments (TDP) program through
MPSERS. The program, available to all full-time employees who are members of the retirement system,
permits them to defer a portion of their salary until future years for the purchase of additional years of service
credit. Employees are eligible to voluntarily participate from the date of employment, however once an
employee begins payments in the program they must continue until completion of the purchase of the service
credit or termination of employment from Alcona Community Schools. Payments into the program are vested
once 10 years of service credit have been earned through the MPSERS. Employee contributions to the TDP
program totaled $56,872 for the year ended June 30, 2005.
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ALCONA COMMUNITY SCHOOLS

Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

NOTE 11 - RETIREMENT PLANS (CONTINUED)

Deferred Compensation Plans (Continued)

The School District also offers its employees a deferred compensation plan created in accordance with Internal
Revenue Service Code Section 403(b). The plan, available to all full-time employees, permits them to defer a
portion of their salary until future years. Employees are eligible to voluntarily participate from the date of
employment and are vested immediately upon participation. Employee contributions to the Section 403(b)
plan totaled $169,116 for the year ended June 30, 2005. The assets of the plan are administered and held by
various approved third party financial institutions.

NOTE 12 - UNEMPLOYMENT COMPENSATION

The School District is subject to the Michigan Employment Security Act and has elected the reimbursement
method of financing. Under this method, the School District must reimburse the Employment Agency for all
benefits charged against the School District. The amount due as of June 30, 2005 was $2,909 which is
included in the accounts payable balance on Exhibit A.

NOTE 13 - RISK MANAGEMENT

The School District is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; injuries to employees and natural disasters. The School District participates in
two distinct pools of educational institutions within the State of Michigan for self-insuring property and casualty
and workers’ disability compensation. The pools are considered public entity risk pools. The School District
pays annual premiums to each pool for the respective insurance coverage. In the event a pool’s total claims
and expenses for a policy year exceed the total normal annual premiums for said years, all members of the
specific pool's policy year may be subject to special assessment to make up the deficiency. Each of the pools
maintain reinsurance for claims in excess of $500,000 for each occurrence with the overall maximum coverage
being unlimited. The School District has not been informed of any special assessments being required.

The School District continues to carry commercial insurance for other risks of loss, including employe e health
and accident insurance. Settled claims for the commercial insurance have not exceeded the amount of
insurance coverage in any of the past three years.

NOTE 14 - GOVERNMENTAL REGULATION

Substantially all of the School District’s facilities are subject to federal, state and local provisions regulating the
discharge of materials into the environment. Compliance with these provisions has not had, nor does the
School District expect such compliance to have, any material effect upon the capital expenditures, net revenue
in excess of expenditures or financial condition of the School District. Management believes that its current
practices and procedures for the control and disposition of such wastes comply with applicable federal and
state requirements.
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ALCONA COMMUNITY SCHOOLS

Alcona County, Michigan

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 2005

NOTE 15 - CONTINGENCIES AND COMMITMENTS

The School District participates in a number of federally assisted grant programs which are subject to program
compliance audits. The audits of these programs for and including the year ended June 30, 2005, have been
conducted and have been reported in this audit report. However, the compliance audit reports have not yet
been accepted by the grantors. The amount, if any, of expenditures which may be disallowed by the granting
agencies cannot be determined at this time; although the School District expects such amounts, if any, to be
immaterial.
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Revenue

Local Sources:
Current property taxes
Medicaid fee for service
Interest on investments
Other

State sources

Federal sources

Interdistrict sources

Total revenue

Expenditures
Current:

Instruction
Supporting services
Capital outlay

Total expenditures

Excess of revenue over (under) expenditures

Other Financing Sources (Uses)

Capital lease proceeds
Operating transfers out

Total other financing sources (uses)

Excess of revenue and other sources over (under)
expenditures and other uses

Fund balances - beginning of year

Fund balances - end of year

ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

STATEMENT OF REVENUE, EXPENDITURES AND CHANGES IN
FUND BALANCES - BUDGET AND ACTUAL
GENERAL FUND

For the Year Ended June 30, 2005

EXHIBIT |

Variance -

Original Amended Favorable
Budget Budget Actual (Unfavorable)
$ 4271174 $ 4330205 $ 4,289,955 $ (40,250)
41,027 37,468 41,207 3,739
21,723 21,900 21,820 (80)
100,906 109,177 101,349 (7,828)
2,666,287 2,961,448 2,729,317 (232,131)
395,901 534,156 538,965 4,809
223,000 185,168 185,168 0
7,720,018 8,179,522 7,907,781 (271,741)
5,398,975 5,561,279 5,483,123 78,156
2,404,674 2,656,891 2,600,912 55,979
147,000 190,316 220,058 (29,742)
7,950,649 8,408,486 8,304,093 104,393
(230,631) (228,964) (396,312) (167,348)
0 0 32,700 32,700
(180,700) (217,700) (204,241) 13,459
(180,700) (217,700) (171,541) 46,159
(411,331) (446,664) (567,853) (121,189)
1,655,580 1,655,580 1,655,580 0
$ 1244249 $ 1208916 $ 1,087,727 $ (121,189)
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Cash and cash equivalents

Receivables:
Taxes

ASSETS

Due from other funds

Inventories

Total Assets

LIABILITIES AND FUND EQUITY

Liabilities

Due to other funds
Deferred revenue

Total liabilities

Fund Equity

Fund balances:

Reserved:

Debt service

Unreserved, reported in:
Special revenue funds

Total fund equity

Total Liabilities and Fund Equity

ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

COMBINING BALANCE SHEET
OTHER GOVERNMENTAL FUNDS
June 30, 2005

EXHIBIT J

Total
Food 1998 1999 Other
Service Athletic 1999 Energy Capital Governmental

Fund Fund Bond Bond Project Fund Funds
10,114 $ 0 $ 208,878 0 $ 218,992
0 0 5,143 0 5,143
0 0 1,040 0 1,040
3,161 0 0 0 3,161
13,275 $ 0 $ 215,061 0 $ 228,336
9,168 $ 0 $ 74 0 $ 9,242
1,366 0 0 0 1,366
10,534 0 74 0 10,608
0 0 214,987 0 214,987
2,741 0 0 0 2,741
2,741 0 214,987 0 217,728
13,275 $ 0 $ 215,061 0 $ 228,336
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ALCONA COMMUNITY SCHOOLS
Alcon nty. Michigan

COMBINING STATEMENT OF REVENUE, EXPENDITURES AND CHANGES IN FUND BALANCES
OTHER GOVERNMENTAL FUNDS
For the Year Ended June 30. 2005

EXHIBIT K

Total
Food 1998 1999 Other
Service Athletic 1999 Energy Capital Governmental
Fund Fund Bond Bond Project Fund Funds
Revenue
Local Sources:
Current property taxes $ 0 $ 0 $ 705,482 $ 0 0 $ 705,482
Lunch sales 205,783 0 0 0 0 205,783
Gate receipts 0 25,816 0 0 0 25,816
Interest on investments 474 0 3,428 0 18 3,920
Other 1,070 4,385 0 0 0 5,455
State sources 31,201 0 0 0 0 31,201
Federal sources 242,529 0 0 0 0 242,529
Total revenue 481,057 30,201 708,910 0 18 1,220,186
Expenditures
Current:
Food services 516,912 0 0 0 0 516,912
Athletics 0 145,056 0 0 0 145,056
Debt Service:
Principal 0 0 300,000 70,000 0 370,000
Interest and fees 0 0 212,044 14,346 0 226,390
Contribution to debt service 0 0 283,000 0 0 283,000
Capital outlay 0 0 0 0 20,363 20,363
Total expenditures 516,912 145,056 795,044 84,346 20,363 1,561,721
Excess of revenue over (under) expenditures (35,855) (114,855) (86,134) (84,346) (20,345) (341,535)
Other Financing Sources
Operating transfers in 4,000 114,855 0 84,346 1,040 204,241
Excess of revenue and other sources
over (under) expenditures (31,855) 0 (86,134) 0 (19,305) (137,294)
Fund balances - beginning of year 34,596 0 301,121 0 19,305 355,022
Fund balances - end of year $ 2,741 $ 0 $ 214,987 $ 0 0 $ 217,728
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ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

GENERAL FUND

For the Year Ended June 30, 2005

DETAILS OF REVENUE COMPARED TO BUDGET

With Comparative Totals for the Year Ended June 30, 2004

Local Sources
Current property taxes
Medicaid fee for service
Interest on investments
Other

Total revenue from local sources

State Sources
State school aid
Driver education grant
Early childhood program
Vocational education

Total revenue from state sources

Federal Sources
E.C.LA., Title |
E.C.LLA., Title Il - Part D
E.C.LA., Title V
E.C.LA., Title Il - Part A
Drug-free grant
Headstart
Strong families/safe children
Comprehensive school reform
Perkins grant
Schools and roads grant funds

Total revenue from federal sources

Interdistrict Sources

Special education and other programs

Other Financing Sources
Capital lease proceeds

Total Revenue and Other Financing Sources

EXHIBIT L

2005 2004

Budget Actual Actual
$ 4,330,205 $ 4,289,955 4,093,079
37,468 41,207 47,933
21,900 21,820 8,355
109,177 101,349 98,729
4,498,750 4,454,331 4,248,096
2,919,027 2,690,881 3,010,568
0 0 7,131
29,700 29,700 29,700
12,721 8,736 10,691
2,961,448 2,729,317 3,058,090
256,945 256,945 287,716
6,530 6,530 6,248
11,558 11,558 14,547
72,538 72,538 74,763
7,237 6,253 7,407
40,000 40,000 38,550
7,877 7,861 13,552
100,000 101,824 84,863
0 3,985 0
31,471 31,471 31,199
534,156 538,965 558,845
185,168 185,168 207,153
0 32,700 0
$ 8,179,522 $ 7,940,481 8,072,184
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Instruction

Elementary Schools:
Professional salaries
Non-professional salaries
Insurance
FICA/retirement
Other benefits
Purchased services
Materials and supplies
Repairs and maintenance
Other

Total elementary schools

Middle/Junior High School:
Professional salaries
Non-professional salaries
Insurance
FICA/retirement
Other benefits
Purchased services
Materials and supplies
Other

ALCONA COMMUNITY SCHOOLS

DETAILS OF EXPENDITURES COMPARED TO BUDGET

For the Year Ended June 30, 2005

With Comparative Totals for the Year Ended June 30, 2004

EXHIBIT M

Total middle/junior high school

High School:
Professional salaries
Non-professional salaries
Insurance
FICA/retirement
Other benefits
Purchased services
Materials and supplies
Repairs and maintenance
Other

Total high school

Preschool:
Purchased services

Special Education:
Professional salaries
Non-professional salaries

Page 1
Alcona County, Michigan
GENERAL FUND
2005 2004
Budget Actual Actual
$ 1,222,865 1,220,116 1,183,168
51,510 51,325 44,881
275,111 287,614 231,145
265,800 270,398 246,510
1,856 248 33,753
111,100 112,168 78,620
45,092 44,156 16,079
21,500 17,439 19,337
28,600 15,764 1,065
2,023,434 2,019,228 1,854,558
557,800 535,789 502,890
34,540 26,079 26,906
143,620 145,249 125,099
124,176 120,034 104,363
0 0 2,097
10,000 5,065 7,599
7,300 8,237 4,563
1,200 1,962 978
878,636 842,415 774,495
976,904 972,279 868,601
53,925 59,766 59,936
306,875 323,747 260,289
153,984 151,921 119,009
4,250 2,909 22,001
40,650 23,939 25,423
43,520 28,821 29,777
2,000 1,800 3,389
9,737 7,439 9,542
1,591,845 1,572,621 1,397,967
29,700 29,700 29,700
240,411 231,582 294,927
215,090 201,215 84,040

-390 -



Instruction (Continued)
Special Education: (Continued)
Insurance
FICA/retirement
Other benefits
Purchased services
Materials and supplies
Total special education

Compensatory Education:
Professional salaries
Non-professional salaries
Insurance
FICA/retirement
Purchased services
Materials and supplies

Total compensatory education

Vocational Education:
Professional salaries
Non-professional salaries
Insurance
FICA/retirement
Purchased services
Materials and supplies

Total vocational education

Technology:
Purchased services

Total Instruction

Supporting Services
Guidance Services:

Professional salaries

Non-professional salaries

Insurance

FICA/retirement

Materials and supplies
Total guidance services

Health:
Purchased services

EXHIBIT M

Page 2
ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan
GENERAL FUND
DETAILS OF EXPENDITURES COMPARED TO BUDGET
For the Year Ended June 30, 2005
With Comparative Totals for the Year Ended June 30, 2004
2005 2004
Budget Actual Actual
$ 116,478 127,389 106,695
99,995 93,434 77,073
0 347 19,163
34,000 33,821 0
2,500 1,810 3,007
708,474 689,598 584,905
118,597 118,527 142,855
8,690 8,725 32,579
36,043 35,167 34,693
32,302 34,327 32,431
11,853 11,853 1,554
0 0 5,104
207,485 208,599 249,216
37,782 37,782 36,907
21,000 18,452 20,351
19,930 19,421 20,744
13,263 13,251 12,330
16,200 16,552 30,335
7,000 8,974 21,210
115,175 114,432 141,877
6,530 6,530 6,248
5,561,279 5,483,123 5,038,966
100,517 98,364 84,016
30,000 29,741 29,676
20,785 20,589 15,151
17,600 17,516 15,654
1,000 615 639
169,902 166,825 145,136
15,031 15,031 14,593
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DETAILS OF EXPENDITURES COMPARED TO BUDGET
For the Year Ended June 30, 2005

With Comparative Totals for the Year Ended June 30, 2004

Supporting Services (Continued)
Improvement of Instruction:

Materials and supplies

Library:
Professional salaries
Non-professional salaries
Insurance
FICA/retirement
Purchased services
Materials and supplies

Total library

Board of Education:
Professional salaries
Purchased services

Total board of education

Executive Administration:
Professional salaries
Insurance
FICA/retirement
Other benefits
Purchased services

Total executive administration

Office of the Principal:
Professional salaries
Non-professional salaries
Insurance
FICA/retirement
Other benefits
Other

Total office of the principal

Fiscal Services:
Non-professional salaries
Insurance
FICA/retirement

ALCONA COMMUNITY SCHOOLS

EXHIBIT M
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Page 3
Alcona County, Michigan
GENERAL FUND
2005 2004
Budget Actual Actual
$ 34,100 28,382 97,732
0 0 1,649
30,000 27,380 33,746
22,538 21,732 24,384
6,760 6,073 7,272
1,000 611 0
3,000 2,519 1,597
63,298 58,315 68,648
4,000 5,019 1,550
42,000 35,207 42,825
46,000 40,226 44,375
99,251 97,964 91,270
15,845 13,664 13,371
21,900 21,967 19,058
9,280 8,103 7,161
25,500 15,807 26,256
171,776 157,505 157,116
214,953 214,951 206,767
125,000 123,680 122,219
70,996 73,453 69,798
76,900 75,943 69,049
9,550 7,523 7,906
1,500 1,566 1,962
498,899 497,116 477,701
93,125 93,003 91,979
17,120 16,454 14,589
20,450 20,387 19,421



Supporting Services (Continued)
Fiscal Services: (Continued)
Other benefits
Purchased services
Materials and supplies
Repairs and maintenance
Other
Total fiscal services

Fixed Charges:
Purchased services

Operating and Maintenance:
Professional salaries
Non-professional salaries
Insurance
FICA/retirement
Other benefits
Purchased services
Materials and supplies
Repairs and maintenance
Other

Total operating and maintenance

Transportation:
Professional salaries
Non-professional salaries
Insurance
FICA/retirement
Other benefits
Purchased services
Materials and supplies
Repairs and maintenance
Other

Total transportation

Central Services:
Purchased services

EXHIBIT M

Page 4
ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan
GENERAL FUND
DETAILS OF EXPENDITURES COMPARED TO BUDGET
For the Year Ended June 30, 2005
With Comparative Totals for the Year Ended June 30, 2004
2005 2004
Budget Actual Actual
$ 0 0 4,917
39,500 40,269 37,779
8,100 6,915 6,009
7,000 6,857 2,012
26,000 24,420 27,945
211,295 208,305 204,651
53,500 53,226 52,182
105,775 104,858 101,898
141,100 140,987 131,846
58,290 58,278 70,515
54,850 53,799 48,748
28,300 28,563 30,805
34,500 30,787 18,837
230,300 230,613 194,420
43,784 42,062 31,357
2,500 3,229 2,818
699,399 693,176 631,244
96,025 89,989 89,877
210,400 203,968 195,971
128,200 124,447 119,439
69,066 63,727 57,610
500 520 791
8,000 8,801 9,186
70,000 79,510 70,231
0 602 9,200
4,000 4,590 4,123
586,191 576,154 556,428
107,500 106,651 104,987
2,656,891 2,600,912 2,554,793

Total Supporting Services
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EXHIBIT M

Page 5
ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan
GENERAL FUND
DETAILS OF EXPENDITURES COMPARED TO BUDGET
For the Year Ended June 30, 2005
With Comparative Totals for the Year Ended June 30, 2004
2005 2004
Budget Actual Actual
Capital Outlay
Instruction:
Elementary $ 0 $ 10,900 $ 0
Junior High 0 10,900 0
High School 0 10,900 0
Supporting services:
Operating and Maintenance 36,216 33,258 0
Transportation 154,100 154,100 0
Total Capital Outlay 190,316 220,058 0
Other Financing Uses
Operating transfers out 217,700 204,241 161,701
Total Expenditures and Other Financing Uses $ 8,626,186 $ 8,508,334 $ 7,755,460
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Revenue

Local Sources:
Lunch sales
Gate receipts
Interest on investments
Other
State sources
Federal sources

Total revenue

Expenditures
Current:

Food services
Athletics

Total expenditures

Excess of revenue over (under) expenditures

Other Financing Sources
Operating transfers in

Excess of revenue and other sources
over (under) expenditures

Fund balances - beginning of year

Fund balances - end of year

ALCONA

COMMUNITY SCHOOLS

Alcona County, Michigan

ALL SPECIAL REVENUE FUNDS
STATEMENT OF REVENUE, EXPENDITURES
AND CHANGES IN FUND BALANCES - BUDGET AND ACTUAL
For the Year Ended June 30, 2005

EXHIBIT N

Food Service Fund Athletic Fund Totals

Variance Variance Variance

Favorable Favorable Favorable
Budget Actual (Unfavorable) Budget Actual (Unfavorable) Budget Actual (Unfavorable)
$ 204912 $ 205783 $ 871 $ 0 % (O 0 $ 204912 $ 205,783 $ 871
0 0 0 26,415 25,816 (599) 26,415 25,816 (599)
475 474 @) 0 0 0 475 474 )
1,074 1,070 4) 4,385 4,385 0 5,459 5,455 4)
20,000 31,201 11,201 0 0 0 20,000 31,201 11,201
180,000 242,529 62,529 0 0 0 180,000 242,529 62,529
406,461 481,057 74,596 30,800 30,201 (599) 437,261 511,258 73,997
406,461 516,912 (110,451) 0 0 0 406,461 516,912 (110,451)
0 0 0 160,000 145,056 14,944 160,000 145,056 14,944
406,461 516,912 (110,451) 160,000 145,056 14,944 566,461 661,968 (95,507)
0 (35,855) (35,855) (129,200) (114,855) 14,345 (129,200) (150,710) (21,510)
4,000 4,000 0 129,200 114,855 (14,345) 133,200 118,855 (14,345)
4,000 (31,855) (35,855) 0 0 0 4,000 (31,855) (35,855)
34,596 34,596 0 0 0 0 34,596 34,596 0
$ 38,596 $ 2,741 $ (35,855) $ 0 $ 0 $ 0 $ 38,596 $ 2,741 $ (35,855)
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Education
Alcona Community Schools
Alcona County, Michigan

We have audited the financial statements of the governmental activities, each major fund, and the aggregate remaining
fund information of Alcona Community Schools, Alcona County, Michigan, as of and for the year ended June 30, 2005,
which collectively comprise the School district's basic financial statements and have issued our report thereon dated
August 25, 2005. We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Alcona Community Schools' internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinions on the financial
statements and not to provide an opinion on the internal control over financial reporting. Our consideration of the
internal control over financial reporting would not necessarily disclose all matters in the internal control that might be
material weaknesses. A material weakness is a reportable condition in which the design or operation of one or more of
the internal control components does not reduce to a relatively low level the risk that misstatements caused by error or
fraud in amounts that would be material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their assigned functions. We noted no
matters involving the internal control over financial reporting and its operation that we consider to be material
weaknesses.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether Alcona Community Schools' financial statements are free of

material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and
grant agreements, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards. However, we noted one
immaterial instance of noncompliance that we have reported to management of Alcona Community Schools, in a
separate letter dated August 25, 2005.

This report is intended solely for the information and use of the Board of Education, management, federal awarding

agencies, pass-through entities and the Michigan Department of Education and is not intended to be and should not be
used by anyone other than these specified parties.

Stachomeon, Gaside € G., F.C.
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCULAR A-133

Board of Education
Alcona Community Schools
Alcona County, Michigan

Compliance
We have audited the compliance of Alcona Community Schools with the types of compliance requirements described in

the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that are applicable to each
of its major federal programs for the year ended June 30, 2005. Alcona Community Schools' major federal programs
are identified in the summary of auditors' results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to each of its major federal
programs is the responsibility of Alcona Community Schools' management. Our responsibility is to express an opinion
on Alcona Community Schools' compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations . Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements referred to above that
could have a direct and material effect on a major federal program occurred. An audit includes examining, on a test
basis, evidence about Alcona Community Schools' compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis
for our opinion. Our audit does not provide a legal determination on Alcona Community Schools' compliance with those
requirements.

In our opinion, Alcona Community Schools complied, in all material respects, with the requirements referred to above
that are applicable to each of its major federal programs for the year ended June 30, 2005.

Internal Control Over Compliance
The management of Alcona Community Schools is responsible for establishing and maintaining effective internal control

over compliance with the requirements of laws, regulations, contracts and grants applicable to federal programs. In
planning and performing our audit, we considered Alcona Community Schools' internal control over compliance with
requirements that could have a direct and material effect on a major federal program in order to determine our auditing
procedures for the purpose of expressing our opinion on compliance and to test and report on the internal control over
compliance in accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all matters in the internal control
that might be material weaknesses. A material weakness is a reportable condition in which the design or operation of
one or more of the internal control components does not reduce to a relatively low level the risk that noncompliance with
applicable requirements of laws, regulations, contracts and grants caused by error or fraud that would be material in
relation to a major federal program being audited may occur and not be detected within a timely period by employees in
the normal course of performing their assigned functions. We noted no matters involving the internal control over
compliance and its operation that we consider to be material weaknesses.

This report is intended solely for the information and use of the Board of Education, management, federal awarding
agencies, pass-through entities and the Michigan Department of Education and is not intended to be and should not be
used by anyone other than these specified parties.

Sarhonon, Gk € G, P.C.
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ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
For the Year Ended June 30, 2005

Findings - Financial Statements Audit

There were no findings related to the financial statements audit for the year ended June 30, 2004.

Findings and Questioned Costs - Major Federal Award Programs Audit

There were no findings or questioned costs related to the major federal award programs audit for the year ended June 30,
2004.
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ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended June 30, 2005

1. The auditors' report expresses an unqualified opinion on the financial statements of Alcona Community Schools.

2. No reportable conditions relating to the audit of the financial statements are reported in the Report on Internal Control
over Financial Reporting and on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards.

3. No instances of noncompliance material to the financial statements of Alcona Community Schools, which would be
required to be reported in accordance with Government Auditing Standards, were disclosed during the audit.

4. No reportable conditions relating to the audit of the major federal award programs are reported in the Report on
Compliance with Requirements Applicable to Each Major Program and Internal Control over Compliance in
Accordance with OMB Circular A-133.

5. The auditors' report on compliance for the major federal award programs for Alcona Community Schools expresses
an unqualified opinion on all major federal programs.

6. The auditors' report disclosed no instances of findings relative to the major federal award programs of Alcona
Community Schools.

7. The program tested as a major program was: Title |, CFDA #84.010.
8. The threshold used for distinguishing between Type A and B programs was $300,000.
9. Alcona Community Schools qualified as a low-risk auditee.

Findings - Financial Statements Audit

There were no findings related to the financial statements audit for the year ended June 30, 2005.

Findings and Questioned Costs - Major Federal Award Programs Audit

There were no findings or questioned costs related to the major federal award programs audit for the year ended June 30,
2005.

-48 -



ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Year Ended June 30, 2005

Page 1

Accrued Current Accrued
Federal Pass Through Program (Memo Only) (Deferred) Current Year (Deferred)
CFDA Grantors or Award Prior Year Revenue Year Receipts Revenue
Federal Grantor or Pass Through Grantor Program Title Number Number Amount Expenditures  July 1, 2004  Expenditures  (Cash Basis) June 30, 2005
U.S. DEPARTMENT OF AGRICULTURE:
Child Nutrition Cluster -
Passed through the Michigan Department of Education:
National School Breakfast Program 10.553
Breakfast 2003/2004 041970 $ 34590 $ 28,899 $ 5691 $ 3,750 $ 9,441 0
Breakfast 2004/2005 051970 36,161 0 0 36,161 36,161 0
70,751 28,899 5,691 39,911 45,602 0
Passed through the Michigan Department of Education:
National School Lunch Program 10.555
Section 4 2003/2004 041950 22,135 19,431 3,221 2,704 5,925 0
Section 4 2004/2005 051950 20,720 0 0 20,720 20,720 0
Section 11 2003/2004 041960 107,256 93,240 14,960 14,015 28,975 0
Section 11 2004/2005 051960 102,569 0 0 102,569 102,569 0
Fruit and Vegetable Pilot Program 030950 15,211 15,211 3,146 0 3,146 0
Fresh Fruit and Vegetable Program 050950 26,974 0 0 26,974 23,578 3,396
294,865 127,882 21,327 166,982 184,913 3,396
Total Child Nutrition Cluster 365,616 156,781 27,018 206,893 230,515 3,396
Passed through the Michigan Department of Education:
Food Distribution for National Lunch or Breakfast Programs:
Commodities - 10.550
Entitlement 01010 28,197 0 0 28,197 28,197 0
Bonus Commodities 01010 7,439 0 0 7,439 7,439 0
35,636 0 0 35,636 35,636 0
Passed through Alcona County:
Schools and Roads Grants to States 10.665 28,273 0 0 28,273 28,273 0
Total U.S. Department of Agriculture 429,525 156,781 27,018 270,802 294,424 3,396
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ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Year Ended June 30, 2005

Page 2

Accrued Current Accrued
Federal Pass Through Program (Memo Only) (Deferred) Current Year (Deferred)
CFDA Grantors or Award Prior Year Revenue Year Receipts Revenue
Federal Grantor or Pass Through Grantor Program Title Number Number Amount Expenditures  July 1, 2004  Expenditures (Cash Basis) June 30, 2005
U.S. DEPARTMENT OF EDUCATION:
Passed through the Michigan Department of Education:
Title | - Part A 84.010 051530 0405 $ 256945 $ 0 3 0 $ 256945 $ 200,000 $ 56,945
Passed through Alpena Schools
Perkins Grant 84.048 3,985 0 0 3,985 3,985 0
Passed through the Michigan Department of Education:
Safe and Drug Free Schools 84.186 052860 0405 7,237 0 0 6,253 6,500 (247)
Passed through the Michigan Department of Education:
Title V Part A Innovative 84.298 050250 0405 11,558 0 0 11,558 7,516 4,042
Passed through the Michigan Department of Education:
Title Il Part D Ed Tech 84.318 054290 0405 6,530 0 0 6,530 2,500 4,030
Passed through the Michigan Department of Education:
Comprehensive School Reform 84.332 031870 0304 100,000 84,863 (15,137) 15,137 0 0
Comprehensive School Reform 041870 0405 100,000 0 0 86,687 72,000 14,687
200,000 84,863 (15,137) 101,824 72,000 14,687
Passed through the Michigan Department of Education:
Title Il Part A - Improving Teacher Quality 84.367 050520 0405 72,538 0 0 72,538 48,500 24,038
Total U.S. Department of Education 558,793 84,863 (15,137) 459,633 341,001 103,495
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Page 3
ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Year Ended June 30, 2005

Accrued Current Accrued
Federal Pass Through Program (Memo Only) (Deferred) Current Year (Deferred)
CFDA Grantors or Award Prior Year Revenue Year Receipts Revenue
Federal Grantor or Pass Through Grantor Program Title Number Number Amount Expenditures  July 1, 2004  Expenditures (Cash Basis) June 30, 2005
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES:
Passed through the Michigan Family Independence Agency:
Promoting Safe and Stable Families 93.556 SFSC-03-01001 $ 11,000 $ 0 % 0 $ 7,861 $ 7,861 $ 0
Passed through Northeast Michigan Community Service
Agency:
Head Start 93.600 40,000 0 0 40,000 30,000 10,000
Total U.S. Department of Health and Human Services 51,000 0 0 47,861 37,861 10,000
Total Federal Awards $ 1,039,318 $ 241644 $ 11,881 $ 778296 $ 673286 $ 116,891
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ALCONA COMMUNITY SCHOOLS
Alcona County, Michigan

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the Year Ended June 30, 2005

Notes

1. The Schedule of Expenditures of Federal Awards is a summary of the cash activity of the Organization's
federal awards and does not present transactions that would be included in financial statements of the
Organization presented on the accrual basis of accounting, as contemplated by accounting principles
generally accepted in the United States of America.

2. Expenditures on this schedule reconcile with amounts reported in the financial statements and the financial
reports submitted to the Michigan Department of Education.

3. The amounts reported on the R7120, Grants Section Auditors' Report, reconcile with this schedule with the
exception of a draw not received until July, but included in the June 30, 2005 payments on the R7120, Grants
Section Auditors' Report as follows:

Fresh Fruit and Vegetable Program 050950 $ 3,396
Title | - Part A 051530 0405 35,000
Title V Part A Innovative 050250 0405 4,042
Comprehensive School Reform 041870 0405 28,000
Title 1l Part A - Improving Teacher Quality 050520 0405 24,038

$ 94,476

4. The amounts reported on the Recipient Entittement Balance Report, or PAL Report, agree with this schedule
for USDA donated food commodities and are reported in the Cash Receipts column.

5. Expenditures include spoilage or pilferage.

6. Reconciliation to the financial statements:

General Fund $ 538,965
Special Revenue Funds:

Food Service Fund 242,529
Federal revenue from oil and gas royalties, included in General Fund

total above, not subject to Single Audit reporting requirements (3,198)
Current Year Expenditures $ 778,296
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August 25, 2005

Board of Education
Alcona Community Schools
Alcona County, Michigan

Dear Board Members:

We have audited the financial statements of Alcona Community Schools for the year ended June 30, 2005, and have
issued our report thereon dated August 25, 2005. Professional standards require that we provide you with the following
information related to our audit.

Our Responsibility Under U.S. Generally Accepted Auditing Standards and OMB Circular A-133

As stated in our engagement letter dated June 8, 2005, our responsibility, as described by professional standards, is to
plan and perform our audit to obtain reasonable, but not absolute, assurance about whether the financial statements are
free of material misstatement and are fairly presented in accordance with U.S. generally accepted accounting principles.
Because an audit is designed to provide reasonable, but not absolute assurance and because we did not perform a
detailed examination of all transactions, there is a risk that material misstatements may exist and not be detected by us.

In planning and performing our audit, we considered Alcona Community Schools' internal control over financial reporting
in order to determine our auditing procedures for the purpose of expressing our opinion on the financial statements and
not to provide assurance on the internal control over financial reporting. We also considered internal control over
compliance with requirements that could have a direct and material effect on a major federal program in order to
determine our auditing procedures for the purpose of expressing our opinion on compliance and to test and report on
internal control over compliance in accordance with OMB Circular A-133.

As part of obtaining reasonable assurance about whether Alcona Community Schools’ financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and
grants, noncompliance with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit. Also, in
accordance with OMB Circular A-133, we examined, on a test basis, evidence about Alcona Community Schools’
compliance with the types of compliance requirements described in the U.S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement applicable to each of its major federal programs for the purpose of expressing
an opinion on Alcona Community Schools’ compliance with those requirements. While our audit provides a reasonable
basis for our opinion, it does not provide a legal determination on Alcona Community Schools’ compliance with those
requirements.

Significant Accounting Policies
Management is responsible for the selection and use of appropriate accounting policies. In accordance with the terms

of our engagement letter, we will advise management about the appropriateness of accounting policies and their
application. The significant accounting policies used by Alcona Community Schools are described in Note 1 to the
financial statements. No new accounting policies were adopted and the application of existing policies was not changed
during the year. We noted no transactions entered into by Alcona Community Schools during the year that were both
significant and unusual, and of which, under professional standards, we are required to inform you, or transactions for
which there is a lack of authoritative guidance or consensus.

Accounting Estimates
Accounting estimates are an integral part of the financial statements prepared by management and are based on

management's knowledge and experience about past and current events and assumptions about future events. Certain
accounting estimates are particularly sensitive because of their significance to the financial statements and because of
the possibility that future events affecting them may differ significantly from those expected.

Offices: 325 Newman Street, East Tawas, MI 48730 Members:
East Tawas www.stephensongracik.com ALCPA.
West Branch 989-362-4491 . 989-362-8351 Fax M.A.C.PA



Board of Education

Alcona Community Schools
August 25, 2005

Page Two

Audit Adjustments
For purposes of this letter, professional standards define an audit adjustment as a proposed correction of the basic

financial statements that, in our judgment, may not have been detected except through our auditing procedures. An audit
adjustment may or may not indicate matters that could have a significant effect on Alcona Community Schools' financial
reporting process (that is, cause future financial statements to be materially misstated). In our judgment, none of the
adjustments proposed, whether recorded or unrecorded by Alcona Community Schools, either individually or in the
aggregate, indicate matters that could have a significant effect on the School District's financial reporting process.

Disagreements with Management
For purposes of this letter, professional standards define a disagreement with management as a matter, whether or not

resolved to our satisfaction, concerning a financial accounting, reporting, or auditing matter that could be significant to the
basic financial statements or the auditors' report. We are pleased to report that no such disagreements arose during the
course of our audit.

Consultations with Other Independent Accountants
In some cases, management may decide to consult with other accountants about auditing and accounting matters, similar

to obtaining a "second opinion" on certain situations. If a consultation involves applicatio n of an accounting principle to
the governmental unit's financial statements or a determination of the type of auditors' opinion that may be expressed on
those statements, our professional standards require that consulting accountant to check with us to determine that the
consultant has all the relevant facts. To our knowledge, there were no such consultations with other accountants.

Issues Discussed Prior to Retention of Independent Auditors
We generally discuss a variety of matters, including the application of accounting principles and auditing standards, with

management each year prior to retention as Alcona Community Schools' auditors. However, these discussions occurred
in the normal course of our professional relationship and our responses were not a condition to our retention.

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing our audit.

Additional Information
As a result of our tests of controls and compliance as described in the third and fourth paragraphs, one matter came to
our attention upon which we would like to comment and offer the following recommendations.

Budget Control
We noted that the School District's General Fund and Special Revenue Funds included expenditures in some functions

that exceeded appropriated amounts. We recommend that the Board of Education continue to amend the budgets for all
funds periodically as needed and take into consideration year end accounts payable and recurring year end audit
adjustments.

We wish to express our appreciation for the cooperation and courtesies extended our staff by management and
employees of the School District.

This information is intended solely for the use of the Board of Education, management, federal awarding agencies, pass-

through entities and the Michigan Department of Education and is not intended to be and should not be used by anyone
other than these specified parties.

Stachomeon, Gaside € G., F.C.
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